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21 January 1959

SUBJECTs SNIE 66-59: TRENDS IN THE PHILIPPINES

(Staff Draft for Doard Consideration)

1, The most recent estimate on the Philippines™ presented
a gloomy outlook of corruption, opportunism and irresponsibility
under the Garcia administration and brought out the possibility
of continuing loss of Thilipnine public confidence in their gove
ernment institutions, The estimate also highlighted the likeli-
hood of incrcaséd pressures for a more independent foreign
policy, the genuine and growing nationalist sentiment in the
country, and the possibility that Philippine nationalism might
take on an increasingly anti-American coloration if outstanding

US-Philippinc issues were not successfully scttlcde

2, We see no reason now to alter thesc cstimates or the
basic thrust of SNIL 6658, However, several recent developments
have further clouded the domestic Philippine scene and increased

the difficultics in maintaining smooth US~Philippine relations,
#*ONIE 86=50: "The Outlook for the Philippine Republic," 27 May 1958
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3¢ Thc political situation has continued to degenerate,
The govermment, under Garcia's administration, has declined in
efficiency and has lacked a program to retain public support,
It has failed to establish a rapport with the general public,
and the spirit of trust and confidence which Magsaysay had gene
erated among the common people is now largely gone, replaced by
cynicilsm and drift. The Garcia administration is now largely dise

credited in the public mind,

Lo Stimulated by the growing popular discontent with the pole
itical and cconomic situation, the opposition Liberal and Progres-
sive Partics, led by Vice Presicent Magapagal and by Manahan, have
stepped up negotiation pointed toward a merger or a coalition.

Some Nacionalista politicians, conscious of the weaknhess of the
Garcia govermment, have shown interest in associating themselves
with the opposition parties. If the negotiations are successful
opposition prospects for the Senatorial and local elections
scheduled for the fall of 1959 and for the Presidential elections

in 1961 would be greatly improvede

5« Faced with growing opposition and a lack of public support,
Garcia and his followers have become increasingly sensitive to real

or imagined threats to their positions, In the fall of 1958,
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various political groups capitalized on this scnsitivity to ad-
vance their own positicns by spreading rumors of a military coup
to be led by Secretary of National Defense, General Vargas, who
seemed, at least to some Philippine politicians, to be following
in the footsteps of Magsaysay. The coup incident undoubtedly
weakoned the position and influence of Vargas and, although recent
reports have stated that Gareia is now convinced that the coup
rumors woere false and that he would like to retain Vargas, it

now appears probable that Vargas will in time be removed from his
cabinet poste Furthermorc, the affair damaged the prestige of the
military in general and cnhanced the possibility that the Department
of Defensc and, in time, the armed forces may become subject to

political manipulation.

6. Therc is cvidence of increased covert political activity
on the part of the Philippine Communist Party to foster dissatis-
faction with existing ties betwecen the Philippines and the United
Statese Exploiting Philippine nationalist sentiment, the Communist
Party appears to have increased its influence in intellectual,
student, and labor cireles, An alarmming indication of potential
Communist political influence are reports of a significant Commue
nist role in the recent spreading of the military coup rumors which
weakened the position of the anti-Communist military leaderss
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7¢ The economic situati~n has failed to improve, and in some
respects has worsened. During 1958, the rate of growth in both
the agricultural and industrial sectors of the economy appears to
have declined to a level barely excecding the rapid rate of pop-
ulation growth of ahout 2,9 percente, The risec in world metals
prices and the favorable outlook for crop yields in 1959 forecast
an improvement in this situation. The Philippine economy will
continue to suffer from a critical shortage of foreign exchange
rescrves and mounting inflationary pressurcse The Garcia admine
istration has taken steps to cut the budget defiecit, curtail im-
ports and control credit; however, it has lacked the political
strength and determination to press its Mausterity" programe The
imbalance of payments remains critical; and the administration
faces the basic problem of financing the level of capital goods
and raw materials necessary to continued cconomic expanslion.
Economic controls, and the general incfficiency of the government's
administration of them, havc increased the incentive for corruption,
raised the profitability of imports, and atiracted investment to
import venturcs rather than to foreign-exchange earning export
industricse The Garcia administration continues to oppose general

programs of devaluation and decontrole Instead, it has indicated

o
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its intention to propose to the forthcoming session of the
Philippine Congress a foreirn exchange tax (which amounts to

partial devaluaticrn) to discourage imports and raise revenues,

8¢ In sceking issues to stren thon its position and to gain
public support the Garcia aéministration has turned inereasingly
to gwowlng Philippine nationalism and to US«Philippine relations,
Administration spokesmen, and others as well, have become increasingly
vocal and insistent in publicly expounding Philippine grievances
against the US, Althouph many of these grievances are based upon
widespread nationalist convictinns, they arc being inflated for

domestic political purnoses,

9¢ The Philippines feclthat it has not received as generous
economic aid as it deserves as » loyal friend and ally of the US,
Garcia undoubtedly hoped to obtain large~scale financial assistance
during his visit to the US in June 1958, Although he did receive
prospective credits of $125 million, this was considerably less
than Garcia belicved he would get and less than the administration
had led the Philippine people to expects Moreover, there have been
delays in negotiating the crecdits he did receive and those credits
do not provide the kind of assistance neeessary to stabilize the

Philippine balance of payments positiong

e
S

Approved For Release 2006/11/13 : CIA-RDP79R00904A000500010134-0



Approved For Retease 2006/11/13 : CIA-RDP79R00904A000500010134-0

AT

10, Another grievance concerns the amount and type of US
military assistance, which the Philippines believes does not meet
its minimum security needs, Both military and civilian leacders
have been disappointed that their full domands for increased mile
itary assistance following the Taiwan Strait crisis have not been
mety They are concerned with the Philippine role in US strategic

plans in the event of war in the Far Easte

11, Important Philippine political and commercial leaders
fecl that the provisions of the 1955 Reviscd Trade Agreement fail
to protect the paramount economic intercsts of Philippine nationals
in the devoloyment of the country!s natural resources. In part
this is a logical consequence of increasingly vocal economic natione
alism and the prowing desire, esncecially on the part of busincss
and industrial leaders, to maximize Philip-ine ownership and

management of the economys

12, Anothor grievance stems from an inereasing concern that
certain provisions of the Military Dascs Lgreement; particularly
concerning criminal jurisdiction are a violation of Philippine
sovereigntye Philippine leaders argue that the existing agrecment

is; in important respects, less favorable than provisions in US
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similar arrangements with other countricse The prescnt prelime
inary talks, which began in November 1958, are stalemated on the
question of criminal jurisdiction which caused the breakdown of

the 1956 negotiations,

13, Thc Garcia administraticn has often deliberately mag-
nified these grievances in hopes of exploiting public national-
istic cmotions, Decause of its declining political strength,
the adminmistration is now unwilling to risk taking a streng stand
against pressures for further agitation of these issues, and it
appears to have crcated a situation which it might not be able to

control ¢

1/.. The ontlools Tor the -hili~inc rovernient over the
next vear or so is Tor continuin~ corrtintion, irresponsibilivy,
and ineffoctiveness vndzr the Carcic o inistration,  iublie
Mesctislaction i1l protebly contime to rrov, bt ve believe
1t wIll tend to rrsrdt in ancthy votbor then ~vhlic vnrest or
widesnread ant?-adrinisirat? v cecuonstr tlons, The ~olitiea
aitvatiorn will »robellr- beeo ¢ nertrsincly vastoble as indive-
iduals and -rounms uithin the locilonzliste I-rtr, as well cs the

omnosition norties, mancuvver Tor nosition, The Liberal and
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overution heTore the Scnatoricl ond locnl sleclicns nowtt C2ll,
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parties will nro ~T1 orroc o soc foram o7 co-
oncd will »robobly win & sutficient mumber of ke elcections to
further walon the adainistration, Althoush the econoic sit-
unation may irmrovs im sono recsweets, the shortore of foreirn
exchanre 11) probe™ly cont’nue oo & major problem. Je do not
belicve that $he Gorelo ad “nictration will have coura~c or

political nover to tolre cffcetiva corrective ueasurces,

15, Given this roncrally ism0l ontlook on the domestic
secene, e beliove that the prosent elamor over rhilirine
gricvances arainst the US vill nwrobolhly lnercose, It is like-
1y thot the Corcela ddministration may feel foreed to mc'c sore
forn: of fornnl rooresentatlions to the US government for redress
of these erievences, There will nrobably be incrcased ‘hil-
inmine efforts to cxrond contocts writh other non-Commnist
nations ith the intent of i-proving its reneral internctional
stotus and dewonstroting a ore inderendent foreirn policer and

decrcrsed dependence vnon to US,

16, There will mndoubtedls he increosing nublic Adiscussion
of ncutrnalisn and of the harserds and »roblers of “wtual sceurity.

Althourh mmich of the prosent and recent eonduet of the ‘hil’ ine

Salll-
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government and of' snecial intercst rrouss ecan be exrlained as
a maneuver to ut nressure on tie US for inerecsed financial
support, there is the oss? bLIlity thet the mancuver may ret
out of hand beeccusc of the cmotional tendorelcs of mony hile
inpine lecders and the ropdd rrouth of thili-mine nationnliisa,
esvecially in the uvrien certers and amons intcllectusls s outh,
businesswen, ard lebor., Comwnist activi tyr will proboably in~
crcase and be diveeted wrimarilv tousrd sti:mlati  the crowth
of anti-eolonial and anti-Averican inrredients in Fhiliaoine

nationslisn,

17. Althourh we belicve thut the covrse of US=ihilinine
relations over the nest yenr or so vill be rourh incdeed, ve do
not believe thet the thiliwines will Jeave or alter the
basie framework of the overnll allicnee with the U5, Lecononie,
nolitieal, «ilitory, and historic ties svre still stronr, .ore-
over, thege 15 still comsidermile confidence and trust in the
US in the [hiliwine countiv-side and cwone the rencral vot ing
mublie, as demonstroted in the recent dresidential eleeti ona,

Je contiruc to belicve 5t unilt wly thet the Mhilimines 'rill

take action vhich would gsoriove by Jeom#odize the current status

and operations of US uilitery 'nses over the noxt year or so,
~Oe
e

Approved For Release 2006/11/13 : CIA-RDP79R00904A000500010134-0



Approved For Rel€ase 2006/11/13 : CIA-RDP79R00904A07Y500010134-0

o

However, the hiuses will cortinve to be used as o lever in
nerotiating other i<sucs rith the U, and, if over a neriod of
time, there is no satisfretory resolution of the Fhilis ine
rrievances it is noszible th .t some gtens oy he taken to
complicate offeetive US use of the bases, This would he more
li%ely if the current degree of ~olitical instability contin-

ues over the next tuo or three years,
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